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Railway and Public Utility Bond Defaults,
1929-34

Dpamin . Hortom, S, Dyt Sectinn, Bivaleb of Boansadk: Reearch

NE significant monifestetion of the economnic

disorganmizotion incident to the depression hes
been the difficulties arporisneed by many corporations
in meeting their debt sexvics charges and moturites,
and the resulting large inerease in the wolume of
bonds in defoult. Tha complexity of the default
problem, coupled with the lack of adequote informe-
tion, mpkes it impoasible ta give an exhanstive analyais
of the situation: but it ia poasible to theow aome light
on cartnin pertinent questions relative to rellwey and
public utility bond defaulis. In this article the fol-
lowing topics will be considered to the extent thad
epnce and available information permit:

1. The volume and character of railway and public
utility defaults during the depreasion yesrs.

2. The extent to which dofsvlts have been remedied
during this period. .

3. Thoe amount of wnpaid interest on these oblige-
tione,

Much of the origingl date vsed in the onelysis hos
Leen teken from tho annual tabulations of the Wall
Street Jowraal showing bonds in defoult of interest
on November 1. Thesa tabulations exclude defaultad
weuea of $200,000 or less sod, in the case of the radl-
ways, defavlta on equipment trust obligations. An
ettempt is mode, also, to exclude jssues held in the
irensuries of the various corporstions or pladged as
security for other issues. An examination of the data
for particular issues in dafault rovealed sore svidenca
of increasing mclusiveness, bué corrections have besn
mode to render more comparnble the several annual
tabulations. The figures presented hare represent tha
approzimnte mognitnde of tha several items rather
than exnct totals.

The Voluma end Charwctar of Dafanizs

The public utillity industry entered the depreasion
with o volume of bonds in default ¢f interest not ooly
Targer absoluiely than the volume of defoulted railway
bongds but alse larger in relation to the total long-term
debs, On November 1, 1628, public utility bonda in
this category were in default to the emount of aboud
$280,000,000, repressnting slightly more than 2 per-
cent of the total publio uiility long-term debt at that
time. Electric milway issues constiluted & lorge
portion of the smount in default, Railway bonda in
defpult of interest on the same date amounted to
approximetely $100,000,000, or slightly lesa than 1
percent of tha long-term debt of class I roilroads. By
the end of 1034, however, the situntion was reversed.
Ruilway honds wers do default to the smonnt of ap-
proximately $1,500,000,000, or about 14 percent of
the long-term debt of ¢lass I reilroads, while the total
of public utility bonda in defanlt on the same date
amounted to approximately $875,000,000, or slightly
over § percent of the total wiilily long-term daebt,

In order to aliminnste the influenes of predepressicn
defeults, all bonds defaulted prier to November I,
1928, wers excluded from the onginal tabulations,
Ttexn 1 of table 1, accordingly, shows only thoss bonda
in default on November 1 of ench year which wers
defaulted since November 1, 1928, All of ths issuss.
entering into the totals shown in item 1 were in
default of interest, and n port of the isemes, as shown
in item 2, were in default of principal olso. Bonds
in default of prineipal only were omitted in the originai
tabulntions, and hence do not enter into the totsls
shown in table 1.

Tt will be noted thot the high point for the publie
utility dafaults necymulated during the depression
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(item: 1) wae reached in :033, wherens the neenmulated
total of rallway defsults rose atill higher in 1934
Item 3, showing the amouwnt, defanlted during the year
and not remadied by the end of the yea~, afforda g
rough measure of the volume of bonds defaulted during
partieular yenrs. Railway defanlie were eapecially
hegvy in the yenr 1933, ns evidenoced by the fact that
approximataly €3 pevcent of all roilway defaulis during
the period, 1929-34, occurred in that year. Utility
defaults wears distributed mors evenly throughout the
period, but mpproximately 45 percent of the total
eocurrad in 1982. The volume of both railway snd pub-
lic utility defaults in 1934 was much smaller than in 1958

An examinetion of the data relative to the volume
of bonds i default of principal as well we inderest
revenls certain sipnificant contrasts between the rail-
waye and utilities. Item 2 showa the portion of item 1

_thet wos in defanlt of principal sad interest on Novem-
ber 1 of esch year. Although bonds in default of
principal only are not inoluded in item 2, the volume
of such tssues is ao amall in relation to the total that
thedr inolusion is not necessary for the purpose of this
analysis, It wil be noted thné utility defaults on
principal increased markedly in 1982, whereaa railwey
defeults on principal did oot resch lnrge proportons
until 1034, The small volume of rellway deinults on
primeipal in 1932 and 1933, aa compated with the vol-
wms of wiility defaults on principal for these yeazs, is
aceounted for largaly by the action talken by the
Government to strengthen the credit of the railways.
At the end of 1933, Raconetruction Finonse Corpors-
tion loans to raflways, less repayments, amounied to
approxunately $337,000,000, an amount equal to
about one-third of the maturities of the railways for
the periad, 1081-33.

Railway maturities for the period 1920-34, accord-
ing to the Wall Sirest Journal, amounisd to abont 2Y
billion dollara, The volume of railway bomds that
were defaulted az £o pringipal dering the peried
1929-34, and were atill in default at the end of 1934,
amountad to $203,196,000, as shown in item 2. The
latter figure constitvies sbout 0 percent of railway
maforities for the G-year period. Publie utility matu-
rities for the 6-year pariod amountad to about $1,800,-
000,000, and the volume of utility bonds defsulted ay
to principal during the period and still in default at
tha end of 1834 accounts for about 8 percent of the
totnl vtility metorities. ‘The peresntages of maturi-
tina defaulted duving the petiod 1920-34 are higher
than thoss mentioned obove because some defsulted
maturities had been removed from the default liat
befors November 1, 1934, and other moaturities were
defonlted but interest payments wers maintnined.

Goupon Rates

BRailway and public ntility bonds defaulted during
the depression have cerried, on the average, somewhat
higher coupon rates thon bonds on which interesi was

148804—56—8

SURVEY OF CURRENT BUBINESS 17

being paid. The weighted aversge coupon rate of rail-
way bonds defaulting during the period covered, and
still in defoult on November 1, 1934, was 4.73, and the
comparnble overage coupon raie for uidity defaulia
waa .58 percant. ‘The avernga coupon rate of milway
bonds paying interest, az of December 31, 1934, was
4,53 percent. Seample date on the utilitias indicste
that the spread betwean the nverege yate corried by
bonds in defanlé and those paying intereat is &a greas
as for reilway honds.

Table 2 shows separately the public utility trpem-
ting and holdng compeny bonds defeutted duriog
the period under review, and still in defauit on
November 1, 1934, by the years in which delanlt
oceurred.  Over 30 percant of the operating company
bonds defoulted and still in defoult at the end of 1954
went inte defpult prior to November 1, 1831, whereaa
only 3 percent of the holding compeny defeults had
occurred by that time. Ahout 55 percent of the hold-
ing company bonds in defnult on November L, 1034,
wont into default in 1932, ‘The $25(,447,000 of hold-
ing company bonds in dafault represent approximately
10 percent of tha toisl long-term debt of publie utihity
hnld.mg companies, whereas the $360,382,000 of operat-
ing company bonds in default constitute cnly aightly
more than 3 percent of the totsl long-term dehb of
public utility operating companies,
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Deiaules Ramedisd During the Deprassion

Unfortunetely, the availeble statistics are not well
adapted to show precisely the volume of bond defaulss
remedied during a given pericd ; and no comprehensive
statistica hava been compiled which reveal the extent
t0 which defaults have been remedied by reswmption
o intersst paymenis, reorganization, foreclosure, ste.
It is poesible, bowever, to obtain o reugh mensure of
the volume of deloulis remedied during o given period
by determining the volume of bonds removed from the
default list of a particular year by the end of the suc-
ceeding yeor (item 4, table 1).

Using this method of measyrement, it wos found
by daie Dot included in the tabls thai roughly 50
percent of the rallway bonds in default on November
1, 1928, and appreximately the same percentoge of
publio utility bonds, had been Temoved from the
defaylt list by November 1, 1934, This similarity m
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the rates of default adjustrmant does not hold, how-
ever, in the cese of defaults ocourring since Novamber
1, 1923. Ttem 7 shows the percentage of the bonda
defaylted in each wear, 19208-33, that were gill in
defanlt on Noyamber 1, 1934, The parcentoges for
the years 1931-33 are of moet significance, becanse
the mejority of the boad defaulis occurred in thase
yoars. It will be coled thol over 90 percent of the
roilway bonds defaulted in each of thuse yeam wors
etll in default o November 1, 1934. For the utili-
tias, however, the percentages of hLonds defaunlted
during thesa 3 yeers that wers still in default on
November 1, 1934, fall withic the range of &0 to 60
percent. Only about 9 percent of the rulway bonds
defaulied during the entire period, 1926-33, had been
remediod by the end of 1934, whils the comparable
figure for the utilities was over 46 percent,

Tha Awmount of Unpald Intersst

It.em B shows the accrued defaubted interest on
bonda defaulted since November 1, 1028, spd stll
in defoult on November 1 of the years for which the
data ore given. In ing these catimnbes it is
nssumed that each bond was in defaylt of 8 months’
inforest on the data of default. The total of $154,-
184,000 for the railways on Movember 1, 1034, aecord-
ingly, representa the nccrusd interest in default on
railway bonds defaulted betwesn November 1, 1028,
aod - November 1, 1934, and still in default on the
lotter dods. This figure, howavar, fails to show the
total amowunt of unpaid interast traceabls to xailway
bond defsulta during this period, becsusa it doea not
inalude ynpaid interest om bonds defanlied during
the depression but removed from the default kst prior
te November 1, 1024,  Sines it waa in 1984 that most
of the eliminations from the ruilway defenlt list
ocewnred, it is probable that & substantial nmmownt of
intereat that was not paid when default was terminated
is exeluded from the sbove figurs,

Additional light, ie thrown on the question of tha
amount of nnpaid intarest traceebls to railway dafsults
during the depression by item O which showa tha
annutl intarest charge on bonds defaulted since No-
vamber 1, 1928, and siill in default on November 1
of each year. The total for the & yesrs ammounts to
$169,342,000. By acoumulating the snnusl totals in
this manner, it is passible to include tha mejor portion
of the unpaid interest excluded in the preavious total
of $15¢4,184,000, The amount stll excinded is the
interest for s part of o year on bonds in default on
Movember 1 but removed from the default list
during the following year. However, the figure of
B169,384,000 ig too inclusive, beanuge bonda defaulting
in the particular yeor fer which the annual interssd
¢harge ia computed had not on the avernge aeoumu-
lated a foll year's unpaid interest hy the and of the
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year. By tabulating the bonds defaulted each year
according {0 whather default occurred in the firat or
second balf of the yeor, it was found that sbout 45
percent wore defaulted in the 6 monthe ended Moy 1
and 56 percent in the six months ended November 1.
Thus the sstimate of $169,348,000 is probably inflated
from 2 to 8 percent by this factor, Itk inflated also
to the extent that any acerued interest in default
was paikd at the Hme the default was terminnied.
In view of these copsideroidons it does oot eppear
unreasoneble to conclede that the unpoid interest
vesuliing from the railway bond defaults of the 6
yoare amounted to as much as $165,000,000,

It is jmpossible to estimate with a hich degres of
accuraoy the amount of unpaid interest traceable to
public utility bond defaults during the depression.
‘The figure of $03,2063,000 {ilem 8, table 1), represent-
ing interest in default on bonds defaulted after No-
vember I, 1328, and stll in default om November 1,
1994, obvicusly exeoludes a large amount of unpaid
interest on bond defaulis adjwsted prior to 1984.
Orver 45 percent of the udlity bonds defeulted from
1920 to 1083 were removed from the list by November
1, 1924, and unpeid mtereat on these bonds is not
included m the above figure, A ocnse study of the
larger issues removed from the default lisé indicates
that in only a few ocases were dedaulted coupons paid
when the default was terminated, and in thess cases
the payment of interest was usually sssociated with
a reorgenization in which the bondholders received less
attractive securities, On the olber hend, the fotal
of the aunval intersst sharpes on bonde defaulted
pites 1928 and still in defoult at the end of the vear,
amounting to $133,402,000, iz subject to the sama
qualifications as the figure of $160,343,000 for the
railways. Bince over 60 percent of the dafeults during
the period 1920-34 setwrted in the last half of tha year,
it iz probable that § percant too much intersst iz in-
cluded becausa of thia factor. The above overstate-
ment ia offset, however, by the failure to incdude
intereat on bonds for the part of & year hetwesn the
Novembar 1 on which default is last shown end the
date on which default was terminnéod. :

Whila & definite stimeta of the totsl nnpaid interest
on publie utility bonds defoulted during the depres-
gion would be franght with possibilities of error, it
may be zeid with reesenable agurance that the totel
probably lies batwesn $120.000,000 and $130,000,004.
‘When gccount is taken of the fast that some defanlted
issues are sxclmdsd from both the reilway and the
publie atility iats, it appenrs that the iotael utility and
railway unpaid intereat on defoults sines Novemhber 1,
1928 appronched $300,000,000 by the end of 1934,
Although large the total represents absclutely, less
than 4 percent of the total ingerest chargea on the rail-
way nod uility funded debt for the 6 years 1929-34.



